Abstract
Small and medium sized enterprises (SMEs) are considered to be the substantial part of the companies operating in the EU member states at present. These companies are creating 66% of jobs in the EU (Eurostat). In that connection, SMEs are considered to be the key factor of economic growth and employment in the EU. Therefore they receive a great deal of attention in the EU in the last ten years.
The increase in the importance of SMEs in the EU economy has forced the Commission to work on studies COM(2001)582 fi nal and COM(2005)532 fi nal in that area. These studies have dealt with the SMEs position on the Internal Market and have identifi ed the obstacles, which these types of enterprises are facing while operating on the Internal Market. The existence of obstacles mainly in the form of 27 diff erent accounting systems which generate disproportional high compliance costs for SMEs (in comparison with the large enterprises) is the reason why SMEs are less involved in cross-border activities and less operate in the internal market. The studies have revealed the fact that SMEs operates mainly in the domestic (national) markets. It seems to be obvious that in today's globalized world the higher involvement of SMEs in cross-border acti vities and its higher operation on the Internal Market could bring the increase in their competitiveness and performance, which would remarkably infl uence the economy and growth of EU as a whole.
The International Accounting Standards Board (IASB) issued on 9 July 2009 an International Financial Reporting Standard (IFRS) designed for use by (SMEs) . The standard is a result of a fi veyear develop ment process. IFRS for SMEs could be a suitable instrument of SMEs fi nancial reporting harmonization in the EU and all over the world and its application could lead to the elimination of one of the obstacles, which SMEs are facing while operating in the Internal Market.
METHODS AND RESOURCES
The paper is concerned with the position of the SMEs in the process of IFRS for SME application in the Czech Republic and its attitude towards the application of IFRS for SME into EU legislation. The starting empirical research in the Czech SMEs was done by Nerudová, Bohušová in 2007. The research was aimed at the evaluation of the willingness and readiness of SMEs for transformation of the harmonized fi nancial reporting system (IFRS for SMEs). The sample of 45 SMEs was used. The structure of researched SMEs is in Tab. I.
The following data were acquired from the questionnaires: the subject of the SME activity, the involvement in the cross-border activities, the attitude to the current accounting legislation, the willingness to adopt new harmonized system of fi nancial reporting, expected benefi ts and expenses connected with a harmonized fi nancial reporting system adoption.
The subsequent research done by the EU was aimed at the view of stakeholders from 26 EU countries and 4 non EU countries (Uganda, Switzerland, Croatia, Norway) on the published IFRS for SMEs. The overview of respondents (per country) is in Tab II.
Respondents were classifi ed as preparers, users, public authorities and national accounting standard setters, accountants and auditors. The structure of respondents is shown in Tab III.
The consultations were aimed at acquiring the following information: initial reaction to IFRS for SMEs, indication of costs and benefi ts of the IFRS for SMEs adoption, opinion on quality information served by IFRS for SME in relation to national GAAP, opinion on the adoption of IFRS for SMEs as the EU accounting legal framework.
The fi rst harmonization eff orts in the area of accounting were fi nished by the adoption of directives (Fourth directive No. 78 At present, the directives connected with accounting are undergoing revision. The aim is to adopt the directives to the requirements connected with the internalization of business environment and also to harmonize the directives with IFRS. The public consultation on this topic was aimed to gauge an opinion of a stakeholder on several proposals how to modernize and simplify the 30 years old directives. Most respondents expressed support for the simplifi cation of accounting for small and medium sized companies. A Member States' option to create a new "micro" entity category in order to exempt them from the accounting requirements under the 4th Directive was proposed by the European Commission, simultaneously with the launch of this stakeholder consultation.
In 2001 IASB was authorized to develop internationally acceptable accounting standards for companies which are not the subjects of public interest -SMEs. The project was supported by 29 organizations, European Commission and the EU member states as well. The objective of the project was to develop an IFRS expressly designed to meet the fi nancial reporting needs of entities that (a) do not have public accountability and (b) publish general purpose fi nancial statements for external users such as owners who are not involved in managing the business, existing and potential creditors, and credit rating agencies. The sphere covers a wide range of companies -from micro companies to large companies. For that reason it is very diffi cult to create the rules and methodical procedures (standards) which would fully correspond to the needs of these enterprises and which would not cause an excessive burden to them.
In 2007 the Exposure Dra of IFRS for SMEs was issued. It was derived from full IFRSs with appropriate modifi cations based on the needs of users of SME fi nancial statements and cost-benefi t considerations. The Board re-deliberated the proposals in the (IFRS for SMEs), which was issued in Februa ry Exposure Dra ( In the 'fi eld testing', the most recent SME's annual financial statements were restated following the proposals in the ED and any problems encountered were reported. The project was fi nished by publishing the fi nal version of IFRS for SMEs on July the 9 th 2009. IFRS for SMEs is a self-contained standard of about 230 pages tailored for the needs and capabilities of smaller businesses. IFRS for SMEs is separate from full IFRSs and is therefore available for any jurisdiction to adopt whether or not it has adopted the full IFRSs. It is also for each jurisdiction to determine which entities should use the standard. It is built on an IFRS foundation. Many of the principles in full IFRSs for recognizing and measuring assets, liabilities, income and expenses have been simplifi ed, topics not relevant to SMEs have been omitted, some accounting policies options in full IFRSs are not allowed because a more simplifi ed method is available to SMEs and the number of required disclosures has been signifi cantly reduced. IFRS for SMEs does not address the following topics covered in full IFRS:
• Earnings per share.
• Interim fi nancial reporting.
• Segment reporting.
• Special accounting for assets held for sale.
In IFRS for SMEs, optional accounting policies are not allowed, for example:
• Financial instrument options, including availablefor-sale, held-to-maturity and fair value options. • The revaluation model for property, plant and equipment, and for intangible assets.
• Proportionate consolidation for investment in jointly-controlled entities.
• For investment property, measurement is driven by circumstances rather than allowing an accounting policy choice between the cost and fair value models.
• Various options for government grants.
The recognition and measurement principles in the full IFRS are in simplifi ed in IFRS for SMEs in the following areas: • Financial instruments.
• Goodwill and indefi nite-life intangible assets.
• Investment in associates and joint ventures.
• Research and development costs.
• Property, plant and equipment and intangible assets.
• Defi ned benefi t plans.
• Income tax.
• Biological assets.
• Equity-settled share-based payment.
In comparison to full IFRS which are intended for listed companies (only 45 000 over the world) the IFRS for SME is aimed at millions of companies, which represent over 99% of all companies all over the world. There are over 25 million private sector enterprises in Europe and over 20 million in the USA. Over 60 jurisdictions have already adopted IFRS for SME or stated a plan to adopt (IASB,2010) .
RESULTS AND DISCUSSION
Research made by Baker, Noonan (1995) and Demartini (2005) demonstrated that SMEs are not a homogenous group and these entities should be diff erentiated into groups, e.g. medium sized entities, small entities and micro entities. Recommendation 2003/361/EC regarding the SME defi nition was adopted in May 2003. This document categorized SMEs into three groups:
• Medium-sized enterprises with less than 250 employees and the turnover below € 50 million and/ or balance below € 43 million.
• Small enterprises with more than 50 people and the turnover below € 10 million and/or balance below € 10 million.
• Micro enterprises with less than 10 employees and the turnover below € 2 million and/or balance below € 2 million. Each group of SMEs category diff ers in many ways. There is the most signifi cant diff erence in the fi eld of regulation of fi nancial reporting in many countries. Many countries exempt small enterprises from statutory audit. SMEs have the option to fi ll abbreviated reports with reduced level of disclosure. The IFRS for SME includes these simplifi ed requirements.
On the other side, the IASB defi nition of SMEs does not include quantifi ed size criteria for SMEs determination, because this standard could be used in over 100 countries. It is not feasible to develop quantifi ed tests that would be applicable and longlasting in all these countries. In deciding which entities should be required or permitted to use IFRS for SMEs, jurisdiction may prescribe quantifi ed size criteria in each particular country. Despite this fact, the IASB approach focuses on "the typical SME" with about 50 employees. It is a quantifi ed size test for defi ning SME but, rather, to help it decide the kind of transactions, events and conditions that should be explicitly addressed in IFRS for SMEs. There could arise any problems, because IFRS for SMEs could not be suitable for all kinds of entities in the SMEs spectrum, especially for very small entities (micro entities). This kind of entities prepares financial statements especially for taxation purposes. It is a question whether IFRS for SMEs is suitable for implementation in this kind of SMEs.
The attitude to the fi nancial reporting system for SMEs harmonization in the Czech Republic
Based on the results of empirical research, SMEs in the Czech Republic do not consider the current system of accounting and fi nancial reporting as optimal. They have reservations towards frequent and non systematical legislation changes. Diff erences in accounting system within Europe are not considered as the signifi cant obstacle in cross-border activities by the majority of respondents. The majority of respondents were for close relation between harmonized fi nancial reporting system and taxation. In their comments, they were, for example, afraid of the administrative costs connected with the new financial reporting system application. The results of the research are summarized in Tab IV.
The partial results of EU consultation on IFRS for SMEs made in 2010 show a poor interest of the Czech accounting public in the harmonization process. Only three respondents participated in the EU consultation. Some progress could be seen in the attitude of the Czech respondents to the idea of a fi nancial reporting harmonization in comparison to this research. They are for the widespread use of IFRS for SMEs within Europe and they agree that the increase of international comparability will benefi t users, but they do not think that this system will provide more useful information than national GAAP system. Have you ever met the ED of IFRS for SME? 20
IV: Results of the research done in the Czech Republic
Source: Own research
The attitude to the fi nancial reporting system for SMEs harmonization in the EU
The European Commission decided to seek the opinion of the EU fi nancial statements users on the IFRS for SME. During the four-month consultation period The EC received over 200 responses from almost all Member States. The consultation document consisting of 12 questions was issued in November 2009. The aim of the commission was to receive comments from the users of accounts, such as businesses, banks and investors. Comments had been analysed to assist in review of the Accounting Directives. The main opinions of MS respondents are summarized in Tab V. Divergent opinions were obtained by respondents on the potential application of IFRS for SMEs in Europe. In some Member States the linkage between taxation and capital maintenance rules could make the implementation of IFRS for SMEs more burdensome for some companies by duplicating reporting requirements. Supporters of the widespread use of IFRS for SMEs argued that the standard is best suited for large and Medium-sized companies. The main support for the IFRS for SMEs implementation was from companies with subsidiaries in diff e rent Member States, companies seeking international fi nance and companies listed on non-regulated markets. The fi nancial reporting in accordance with the IFRS for SME would make preparing of the consolidated accounts easier, as there would be no need for reconciling national accounting treatments.
The potential widespread adoption of the Standard was considered as a benefi t by many respondents. Those who supported the adoption highlighted the advantages for comparing fi nancial statements prepared in diff erent jurisdictions, which would encourage more cross-border trade and merger/acquisition activity and lower the cost of raising fi nance. Audit costs would be lower as well.
And the development of a common educational framework for accountants around the standard could pave the way for more mobility of accountants and audit services within the EU. In Supporters' opinion is IFRS for SMEs easier to follow than full EU IFRS, companies could adopt it as a stepping stone towards public listing.
Opponents of the application of IFRS for SMEs in the EU stressed the standards' complexity, particularly for small companies. For companies operating in just one country that have no need for cross-border comparability, the users prefer national accounting rules to harmonization of rules. Some opponents stated that their experience with full IFRS showed that comparability is still diffi cult. The differences between full EU IFRS and IFRS for SMEs as diff erent national legal environments were quoted as obstacles to full comparability. Those against of the application stressed the uncertainty about the future development of IFRS for SMEs, compared to the relative stability of the Accounting Directives.
Majority of respondents supported the opinion that the Accounting Directives have a crucial position in the EU accounting framework, and they should provide a set of general accounting principles applicable in the EU. There are not signifi cant diff erences between the IFRS for SMEs rules and the EU Accounting Directives. The analysis of consistency EU Directives and IFRS for SMEs were provided by EFRAG. EFRAG compared thousands of requirements in Directives with thousands in IFRS for SMEs. Based on conclusions of this analysis was considered only six main diff erences:
• No income or expense called "extraordinary" are allowed in IFRS for SMEs.
• Diff erence in some fi nancial liabilities measurement, in the IFRS for SME are measured at fair value whilst in EU Accounting Directives and full IFRS cannot be measured at fair value. In the opponents' opinions, IFRS for SMEs is not suitable for internal management. Its implementation would increase the cost of preparation and audit of individual company accounts and the increased disclosure requirements could potentially put companies that adopted it at a competitive disad vantage to fi rms using less stringent accounting rules. The adoption of the new rules will bring extra costs. Companies and their accountants would have to redesign the internal processes, train staff on new accounting systems and produce restatements of comparative information. Many small companies that lack accounting expertise would need to enlist professional help when adopting IFRS for SMEs. These initial adoption costs would recur whenever the standard would be revised. The increased complexity would add to the cost of audits, and companies would need help on a regular basis to exercise judgments in complex areas such as tax deferrals and determining fair market valuations on assets and pensions liabilities. The standard's requirements in these areas would make fi nancial statements less comprehensible for the ordinary reader.
IFRS for SMEs was best suited for large and medium-sized companies, for international groups and subsidiaries of companies reporting under full IFRS. The standard caters mainly to share capital providers rather than to other SME users such as trade creditors, tax authorities, owners and employees, who would be more familiar with current national regimes. Comparability of fi nancial reports was mentioned as the main argument in favour of IFRS for SMEs. A universal accounting code was seen as essential in attracting foreign investors, the preparation of consolidated accounts in multi-national groups would be easier and the costs of their preparation could decrease. Opponents highlighted the standard´s complexity for the smallest companies. The Standard would increase the cost of preparation and audit of individual company accounts especially in the smallest companies. The close linkage between the tax and accounting regimes in several Member States would also result in the preparation of an additional set of accounts. Under these conditions the three tiered reporting framework as shown in the table could be suggested.
In spite of some resistance, there is majority support for Europe's plan to adopt the new standard, which is currently scheduled to be introduced for small/medium companies (non listed, or non-"publicly accountable" entities) from April 2012. There will need to be a similar European endorsement mechanism that applies to full IFRSs to ensure IFRS for SMEs conforms to Europe's accounting directives. 
VI: The proposal of EU reporting framework

SUMMARY
Financial reporting under a single framework in Europe, as a single economic market, is a positive step towards achieving consistency, comparability and relevance in fi nancial reporting across companies in the European Union. Full IFRS have been obligatorily used for the EU listed companies since 2005. Despite the fact that EU small and medium sized enterprises (SMEs) are considered to be the substantial part of the companies operating in the EU member states at present, the fi nancial reporting of these companies is diff erent in each EU country. It is necessary to support that the use of the similar reporting framework is allowed for these EU companies. The best solution is represented by IFRS for SMEs, which is intended for non-publicly accountable entities.
The possibility to use a harmonized high quality set of fi nancial reporting standards can lead to a higher understandability and comparability of fi nancial information. This will bring benefi ts to investors and other users of fi nancial reports. The standard for SMEs is shorter and clearer than many domestic Generally Accepted Accounting Principles (GAAPs) and might therefore also help improve the reporting framework in many countries. The EU should allow its Member States to implement the standard -but not make implementation mandatory. Retaining of the national GAAP, as an alternative reporting framework, could be important especially for separate fi nancial statement of entities operating only in national markets and for micro-entities as well and preparing statements for tax purposes. Under these conditions the three tiered reporting framework could be used. The revision of the existing Accounting Directives, and hence national GAAPs of Member States, is necessary for convergence with IFRS for SMEs. In many Member States separate fi nancial statements are required for tax purposes, in such cases it is important to encourage Member States to engage their fi scal authorities to develop a method of profi t or loss reported under the IFRS for SME transformation for tax purposes.
